Earnings is one of the most aggregated and most important financial performance measures used by decision makers. It seems probable that some companies may try to smooth earnings in order to present a 'better' financial situation especially in the periods of economic slowdown. However, earnings management means that the reported earnings are not of high quality.
Introduction
Earnings is one of the most aggregated and most important pieces of data for decision makers. It is used for both company valuation purposes and management performance evaluation purposes.
Financial statements, according to IAS (International Accounting Standard) 1 (2011) should provide high quality information about financial situation and financial results (as well as cash flows) which is useful to a wide range of users. The objective of financial reporting itself is also defined by Financial Accounting Standards Board (Conceptual Framework, 2010) as aiming 'to provide financial information about the reporting entity that is useful to existing and potential investors (…) in making decisions about providing resources to the entity'. The significance of earnings is also strengthened by IAS 33 that is devoted to the measurement and disclosure of information about earnings per share (EPS ratio). That is why earnings seems to be an important factor used by investors in order to make business decisions. EPS ratio has been one of the most often presented ratios at different financial analyses since 1960s. Although IAS 33 does not deal directly with earnings, as it focuses mainly on the denominator of EPS ratio, there are other reasons to deal with the problem of earnings quality. The ability to influence earnings seems to be a negative phenomenon, leading to the situation that financial statements do not provide reliable information. Erickson, Hanlon and Maydew (2006, p. 113) claim that 'understanding the underlying forces that gave rise to the alleged frauds is a necessary precursor for effectively preventing future occurrences'.
Although the height of earnings itself is dependent on the choices made by companies in the area of accounting policy, some companies may have incentives to choose such solutions that lead to lowering of earnings quality. 'Earnings quality' and 'earnings management' are the terms quite widely discussed in literature (e.g., Schipper and Vincent, 2003; Ronen and Yaari, 2008) and there are many definitions of these terms, we discuss in the next part of the article.
Due to extensive literature studies conducted by a number of authors (e.g., Demski, 2002 Ronen and Yaari, 2007) there is a demand for earnings management studies. There exist several research questions regarding determinants of earnings quality. There is a need to continue investigations to find out whether earnings quality is influenced by:
-regulations (especially accounting standards), -economic condition, -motivation systems (compensation contracts of managers). An economic condition seems to be a very important factor that influences financial results of companies. That is why it is considered that there are less incentives for managers to 'manage' earnings under a good economic condition. In other words, economic slowdown should decrease earnings quality.
Despite the fact that the assumption about relation of economic condition and earnings management seems to be quite natural, the authors of the current article have tried to verify it statistically. The aim of the study is to verify whether economic conditions influence earnings quality. The hypothesis posed in the paper is: a high growth rate of GDP has a positive effect on earnings quality.
In order to verify above hypothesis the current investigation has measured the following proxies of earnings quality of Polish companies: earnings persistence and accruals magnitude. It has also looked into the height of special items, following the studies of Donelson, Jennings and McInnis (2011) and Michalak, WaniakMichalak and Czajor (2012).
The paper is organized as follows. At first, the term 'earnings quality/earnings management' is analysed, then literature review and proxies and determinants of earnings quality are presented. Further, a research plan and a sample composition are outlined. Then, research results are presented; the paper ends with conclusion. Finally, the limitations of the research and possible future studies are pointed out.
Ambiguity of 'earnings quality' and 'earnings management'
From the perspective of potential investors, highquality earnings should provide reliable information useful for their decisions about the allocation of their capital. In other words, high-quality earnings should not be 'managed' in any way that may mislead decision makers. That is why 'earnings quality' and 'earnings management' are often used interchangeably -earnings management is usually associated with low-quality earnings.
Earnings management may be defined as 'a purposeful intervention in the external financial reporting process, with the intent of obtaining some private gains' (Schipper, 1989) . Healy and Wahlen (1999) perceive earnings management with altering financial statements in order to mislead some stakeholders about the economic performance of the company or to influence contractual outcomes that depend on the reported accounting numbers. That is why earnings management negatively correlates with earnings quality. It should be mentioned that the definition of Healy and Wahlen (1999) do not set a clear difference between earnings management and normal activities, whereas Dharan (2003, p. 1) asks, 'how to distinguish between earnings manipulation that ultimately proves to be fraudulent and the day-to-day struggles of managers to keep costs within budgets or to get revenues to meet desired sales targets'. Moreover, Ronen and Yaari (2008) claim that earnings management can be beneficial (white), pernicious (black), or neutral (grey).
Beneficial earnings management appears when it signals long-term value. Beneish (2001, p. 3) conceives it as 'a mean for managers to reveal to investors their private expectations about firm's future cash flows'.
Pernicious earnings management conceals short-or long-term value. In other words, earnings management is the choice of the accounting policy to achieve desired objectives (Scott, 2003) .
Neutral earnings management occurs when it reveals a short-term true performance.
Proxies and determinants of earnings quality
Defining earnings quality is not the only problem. Even if it is agreed what 'earnings quality' or 'earnings management' is, there is still one important question, how earnings quality should be measured. Due to extensive literature review the present article lists several proxies of high quality earnings: persistence of earnings, magnitude of accruals, smoothness, timely loss recognition, abnormalities of earnings distribution, and lack of external indicators of earnings misstatements.
In the present study, the two first proxies have been used.
Persistence as a proxy for earnings quality derives from the perspective of decision usefulness. Schipper and Vincent (2003) believe that its usefulness is conceptually grounded (and empirically proved) on positive relation between earnings persistence and the correlation between returns and earnings. Theoretically, as stated above, persistent earnings are more useful in valuation of firms. Assuming that investors make decisions on the basis of companies' value (or the possibility of companies to generate value for them in future), then earnings are of higher quality if they are more persistent (Michalak, Waniak-Michalak and Czajor, 2012) .
The second proxy correlates with the first one. Therefore, extreme accruals are a sign of lower earnings quality because they represent less persistent earnings. On the basis of former studies (Dechow, 1994 Richardson et al., 2005) , it may be concluded that, in general, earnings are more persistent than cash flows. However, when it comes to the components of earnings, its cash flows component is more persistent than accrual one.
Earnings may be claimed to reflect not only operating activity of a company but also its ability to create value. Then earnings should be easily convertible into cash flows if they are to be used as an indicator of value creation. When considering the quality of earnings as their ability to predict future cash flows (and companies' value), there are also different opinions based on researches conducted by their authors. Penman and Sougiannis (1998) have found that models that apply simple forecasting assumptions based on earnings provide better forecast of market value than models based on dividend or cash flow forecasts. However, other researchers, i.e. Barth et al. (2001) and Finger (1994) have proven that current cash flows are better predictors of future cash flows, especially in the short term. The results seem to be inconclusive due to different variable definitions and research designs.
Following the proxies of earnings quality it is worth considering the determinants of earnings and accruals. Dechow, Ge and Schrand (2010) have observed that earnings depend on firm's economic performance as well as on the accounting systems that measure it; however it is very hard to distinguish one from another. Schipper and Vincent (2003) also believe that the persistence of earnings is a function of accounting standards implementation and entity's business model as well as its operating environment.
Donelson, Jennings and McInnis (2011) have found that one of the factors that influences diminished persistence of earnings is special items. The authors conclude that there is no evidence that specific accounting standards require companies to report special items. Instead, they have found the evidence that changes in economic activity lead to a significant increase in special items. Therefore, it may imply that a worsening economic situation influences earnings persistence (for example, companies may try to report higher profit by selling fixed assets).
Economic slowdown as an incentive for earnings management
Worsened economic conditions influence economic performance of companies. Economic crisis that plagues most economies in the world seems to lead also to the diminished quality of earnings (measured by persistence and the magnitude of abnormal accrual). As most companies and industries depend on the overall economic conditions, companies' performance measured by earnings should go down it the times of economic crisis. Lower financial results which are disclosed in financial statements may then have a 'snowball effect' on a company. Stock prices fall down not only as a result of economic slowdown, but also due to a disclosure of worsening financial performance. Then stock prices fall down again, and a company may face difficulties with raising funds, taking credits (or is charged on higher interests) and financial situation of a company gets worse than before publishing a financial report.
The impact of worsened economic conditions on the propensity of managers to smooth earnings and decrease the quality of earnings may be two-way.
On the one hand, there probably exists motivation for income smoothing (or other form of earnings management) during periods of economic slowdown. In particular, there are the following motifs for income smoothing practices from the management point of view: Advantages mentioned above may suggest that managers prefer not to smooth earnings despite lower financial results. Moreover, during the time of economic crises the management has less incentives to smooth the earnings as they can blame external conditions (external crises) for the worsened economic performance. This does not prove that in the periods of economic slowdown the quality of earnings should be as high as in the periods of a steady growth of economy (or even higher). In the periods of economic collapse there should be also an increase in the scale of one-time special items like:
-asset sale, -liability reversal, -litigation, -impairment of assets/write down of assets, -restructuring, -employee benefits. In the times of economic crisis it could be more common for companies to experience impaired assets, sell an asset before it is used up or to lay off companies. Such events will lead to increased special items which may reduce earnings quality.
Nevertheless, Donelson et al. (2011) claim that there has been a steady increase in the frequency of special items over many years. They have also discovered that the incidence of loss special items is rising over time more rapidly than the incidence of gain special items. This implies that the quality of earnings is decreasing over time. Similar conclusion may be derived from the findings of Dichev and Tang (2008) .
Considering determinants of earnings quality, indicated in this paper, it is necessary to find the main reason for increasing numbers of special items. The primary reason, according to studies of Donelson et al.
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(2011) is the changes in economic activity and not changes in the existing or implemented accounting standards. This suggests that economic growth correlates more with the quality of earnings than implementation of IFRS.
There are many studies that adversely explain the impact of economic situation on the quality of earnings. Lin and Shih (2002) 
A correlation between real economic performance and earnings management has also been confirmed by Jin (2005) who discovers that the extent of earnings management may be predicted from real economic activity. In his opinion, the aggregate extent of earnings management is bigger during recession than during expansion. Similarly to the observation of Lin and Shih To conclude the theoretical study, the authors assume that earnings management is greater during economic slowdown. This means that the quality of earnings should be higher in the periods of the real GDP growth. The assumptions have been also partially based on the theory of agency, stating that managers can try to manipulate earnings in order to prevent themselves from potential penalties due to weak financial performance (see e.g., Hermalin, 2005). Poor financial results may occur more often in the periods of economic slowdown than when the economy is up.
Research methodology
The authors have constructed a hypothesis for the current research: high growth rate of GDP has a positive effect on earnings quality.
In order to see whether it could be verified, and if it could be found which type of factors has a bigger impact on earnings quality, a study has been conducted to compare earnings quality in the periods of economic slowdown (when the growth of GDP was smaller than 2%) and the quality of earnings in the periods of economic boom (when the GDP growth rate was higher than 5%).
Poland's GDP growth rates in the covered period are presented in Table 1 . Lucas (1977) has suggested the possibility of a unified theory of business cycles that could be applied to all countries, independently of political and institutional structure, and studies of Backus and Kehoe (1992) support that view, there are other studies, supporting the contrary opinion -that business cycles are not all alike. It seems that not all industries follow the same cycle as the overall economy does.
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Berman and Pfleeger (1997) have conducted studies to identify the industries (and occupations) in the United States that are most prone to business cycles. They claim that different industries react in different ways to business cycle fluctuations of the United States economy. The following industries correlate with business cycle fluctuations most: household furniture, motor vehicles and equipment, retail trade, and household appliances. Braun and Larrain 1 (2005) have discovered that industries which are more dependent on external sources of capital as well as industries producing durable goods are more sensitive on recession.
The present research sample comprises 3279 firm-year observations for 312 firms that prepared financial 1 Their study covered several manufacturing industries in more than 100 countries over a period of about 40 years. consolidated financial statements and were listed on the Warsaw Stock Exchange. The sample covers all the listed companies that disclose consolidated financial statements apart from banks, insurance companies, and investments funds. Those companies have a different format of financial statements, as well as their business model is so different that companies are not comparable to companies from other sectors. The research uses the data from Notoria database, the database that covers the biggest amount of information on companies listed on the Warsaw Stock Exchange. The data used in the statistical data analysis were scaled by the average amount of assets. The period of the study embraces the years 1999-2011, but the periods of high and low economic growth cover only 7 years. (2011) have proposed a number of proxies reflecting the worsened economic conditions of companies. It included: decreasing number of workers, merger and acquisition activities, discontinued operations, decrease in sales and operation losses. Unfortunately such data (apart from decrease in sales and operating losses) is unavailable in the database Notoria used by authors.
Operating accruals were calculated using the following formula: Net income has been taken from the profit and loss statement (Notoria Item 166) CFO stands for cash flow from operating activities (Notoria Item 169), reported in cash flow statement. Average assets have been calculated as an average of total assets at the beginning and end of the period taken from balance sheet (Notoria Item 29) .
The authors have also treated, as signs of high earnings quality, their high correlation with net cash flow and cash flow from operations. Following the reasoning of Donelson et al. (2011) and Dichev and Tang (2008) , they also investigate the percentage of firms with large special items that may negatively influence earnings quality and decrease the correlation between revenue and expense.
Research results
The first step of the analysis was to measure earnings persistence in the period of high and low growth rate of GDP. The researchers estimated persistence of earnings using the following regression model:
In order to find out whether there is an impact of high GDP growth rate, they introduced a dummy variable -DGDP, equal to 0 in the periods of economic slowdown and 1 in the periods of high GDP growth rate. Then, the regression model was used in the study as follows: EARN t+1 = α 1 + α 2 DGSP + β EARN t +ε t .
The results of the estimation of the regression model are presented in Tables 2, 3 and 4. R 2 value is for the model and is unsatisfactory which implies that other factors apart from last year earnings are important for explaining the given year earnings. The model is statistically significant at 0.001 level. The standardized beta coefficient for earnings from the previous year equals 0.298 which is rather low in comparison with studies of other researchers i.e. persistence in the study of Dechow and Ge (2006) , where level earnings persistence coefficient was 0.696. The reason for such difference may be: different sample (country, sector and size difference) and different period 1988-2002, which was the period of quite high economic growth in U.S. Moreover, in the case of the current study, the periods of low and high GDP growth rate are short and mixed (the period of steady low GDP amounts only to 2 years, and period of high GDP lasted continuously for only 3 years). In order to examine the impact of economic conditions on earnings quality, the researchers have also analysed the magnitude of and correlations between earnings, operating accruals, special items, and cash flows in the periods of high and low GDP growth. The results are presented in Tables 5, 6 and 7. Analyzing earnings, operating accruals, and special items descriptive statistics it may be observed that mean and median of earnings is higher for years of high GDP. It is consistent with intuitive prediction that earnings are higher in the periods of economic boom. It can also be observed that means and medians of both operating accruals and special items are negative and their absolute values are higher in the periods of economic slowdown. This may be a sign of higher propensity to manage earnings in the periods of economic slowdown.
Results of the study show quite a big influence of GDP growth on correlations of earnings with cash flows and cash flow from operations. The correlation coefficient is higher in the years with high GDP growth (0.166 and 0.378 in the years with high GDP growth in comparison with 0.122 and 0.263 in the years of low GDP growth). Increased correlations in the years of high GDP growth suggest higher earnings quality in such periods -as earnings of high quality should be close to cash flows.
Nonetheless, there is a significantly higher correlation of earnings with operating accruals as well as with special items in the years of low GDP growth. The results suggest that there is a bigger impact of special items on earnings when there is economic slowdown. Furthermore, it may be concluded that special items comprise mostly of negative items (like write-offs etc.). But such a significantly high correlation of earnings with operating accruals in the years of economic slowdown (especially when comparing with cash flow from operations) implies that there is a higher level of earnings management during the periods of weak economic condition. Consequently, it may be concluded that the quality of earnings is higher in the years of high GDP growth.
In order to check if the differences in the measured means of variables are statistically significant and to check the size of the difference, the authors have conducted paired samples t-test and calculated eta square. The results of the test are shown in Tables 8 and 9 . 4 (82) Poland Table 9 Eta square results The results of eta square show us that the differences in economic growth have the biggest influence on earnings and operating accruals whereas the differences in cash flows are of moderate effect. What is striking for this study is that the percentage of companies with large special items is much higher than in other investigations presented in literature.
Eta square

Final conclusions
Earnings quality, which has been investigated deeply more and more, by researchers from different countries for more than 20 years, has three types of determinants. The first type is economic conditions and the way companies are able to compete in changing environment. The second type is different techniques of earnings management and earnings smoothing that company accountants and management utilize in order to meet and beat analysts' expectations concerning companies' earnings'. The third type of determinants is the changes in accounting regulations that shape the rules that companies use in order to prepare financial statements.
The study has tried to verify the hypothesis, whether a good economic condition (that is high GDP growth rate) has a positive effect on earnings quality.
It has been found that there is an impact of economic situation, and earnings quality proves to be higher in the years of high growth rate of GDP in Poland.
In the next stages of their study the authors would like to introduce the following improvements. The influence of economic condition on different industries, as in studies of Berman and Pfleeger (1997) or Braun and Larrain (2005), need to be taken into account.
Considering the effect of economic slowdown, it may be also useful to divide companies into two groups depending on their capital structure. Furthermore, if expectations of investors or owners are the most important incentive for earnings management, the companies form this study could be divided into many categories related with different categories of equity owners.
